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KEY ECONOMIC INDICATORS 


ITEM 1972 1973 moe 1974(p) 
INCOME, PRODUCTION 


GDP at current prices 40,984 
GDP at constant (1960)prices 26,328 
Per Capita GDP,at current prices 782 
Industrial Production Index 

(1976=100) 112.3 


MONEY, PRICES 


Money Supply (end-yr) . 5,146 6,390 
Interest Rates (commercial Bank 
prime) 11-12% 11-12% 
National Consumer Price Index 
(1968=100) 120.1 134.7 
Mexico City Wholesale 
Price Index (1954=100) 185.7 214.9 


BALANCE OF PAYMENTS 


Current Account Receipts 3800.6 
Exports 1665.3 
U.S. Share (%) 66.7 
Current Account Expenditures 4562.1 
Imports 2717.9 
U.S. Share (%) 57.2 
Balance on Current Account -761.5 
Capital, Errors & Omissions 1026.2 
Change in Reserves 264.7 122.3 


Main imports from U.S. in 1973: Chemicals (inorganic and organic) 
machinery and equipment (electric and noncelectric): metal working 
machinery and machine tools, paper and printing machinery, construction 
and mining machinery; automotive accessories and parts; iron and steel 
products. U.S. agricultural commodities continue to maintain an important 
share of the Mexican market - particularly wheat, corn, and oil seeds. 


June figure, increase over June 1973, 2.1%. 
End-July, increase over end-Juily 1973, 20.4%. 
Approximate for September 

August; increase from August 1973, 22.6% 
August; increase from August 1973, 20.2% 
Balance of Payments data for first half, 1974. 


(p): Preliminary 
SOURCES: Bank of Mexico and Embassy calculations. 





S UMMARY 


Mexico's Gross Domestic Product at market prices (GDP) 
increased by 7.6 percent in real terms from 1972 to 1973. 
The GDP is expected to increase somewhat less from 1973 to 
1974, due to the Government's anti-inflation program. The 
economic growth from 1972 to 1973 was led by increased output 
in mining, manufacturing, construction, electricity, trans- 
portation, commerce and government services. Agricultural 
output declined in real terms from 1972 to 1973, but at a 
slower rate than the decline in the previous period. 


Mexico's most serious economic problems are the rate of 
inflation and the decline in agricultural output. The latter 
will probably not increase in 1974, due to poor climate 
conditions and other factors. Price increases in the course 
of 1974 will be roughly in the same magnitude as those during 
the period December 1972-December 1973, when the Mexico City 
Wholesale Price Index (MCWPI) increased 25.2% and the National 
Consumer Price Index (NCPI) increased 21.3%. The Government 
is implementing a broad anti-inflationary program which is 
acting on the basic causes of domestic inflation through tighter 
credit policies and more effective control over government 
spending. 


Mexico's foreign trade deficit was almost $1.8 billion 
in 1973. Other transactions on current account (tourism, 
re-exports by border industries, etc.) reduced the current 
account deficit to $1.3 billion. Short-term capital flows 
were negative for the first time in recent Mexican history. 
However, Mexico's long-term borrowing and direct investment 
inflows offset these deficits and permitted a $122 million 
increase in reserves. The current account deficit is expected 
to be larger this year due to an increased trade deficit, but 
external borrowing should be adequate to maintain official 
reserves at the end-1973 level. 


Mexico's major advantage in the current world situation 
is its energy resources. It should be able to maintain a real 
growth rate in excess of the population growth rate (about 3.5%) 
and continue to be a major customer of U.S. banks and exporters. 
Its growth strategy is heavily dependent on obtaining external 
financing for the transfer of real resources, largely in the 
form of raw materials and capital goods. It will also continue 
to import substantial amounts of foodstuffs. 


The Embassy's Economic/Commercial section provides a 
variety of services to businessmen. In addition, the U.S. 
Trade Center assists U.S. exporters in marketing their goods 
through major exhibitions and sales promotions. 





CURRENT SITUATION AND ECONOMIC TRENDS 


Inflation and the Program to Reduce It. 


The Government of Mexico remains committed to a 
high rate of real growth. This policy reflects the 
need to meet the aspirations of its population for a 
higher standard of living and to provide employment 
for the rapidly increasing population as well as the 
large number of un-and under-employed. At the same 
time, it attempts to achieve this growth @nder condi- 
tions of relative price stability. The latter is 
considered desirable not only because of inflation's 
distorting effects, but also because of the close 
financial and economic ties between Mexico and the 
United States. 


The Government is a major factor in economic growth 
through its financial institutions and companies in 
various sectors of the economy. In its successful 
efforts to maintain a high real rate of growth over the 
past several years, it resorted to inflationary financ- 
ing of its investment program. This plus the impact of 
higher world prices have been the major causes of 
Mexico's recent inflation, which has resulted in the 
beginnings of an inflationary psychology. The Government 
recognizes the problem and has been aatention an anti- 
inflationary program. The key element of this program 
has been to bring spending of the public sector (govern- 
ments, plus the government-owned companies) under better 
control and to increase financial resources of the public 
sector. Moves toward this end were begun in late 1973, 
when, among other public sector prices, electricity rates 
were increased by almost 25% and the prices of petroleum 
products were boosted almost 75%. By increasing the cash 
flow in these industries, their recourse to the government 
was reduced, Budgetary and non-budgetary expenditures were 
brought under better control. Overall expenditures were 
to increase by only 14% from 1973 to 1974. There is no 
current data publicly available on government expenditures, 
but the increase will probably exceed this, if only because 
of the cost of the 22% wage increase awarded government 
employees effective September 1. The government is also 
planning to introduce a series of new and/or higher taxes, 
to be effective January 1, 1975. These will impact largely 





on middle and upper income groups. Taxes on agriculture 
and business are not to be affected. The President has 
promised a non-inflationary budget for 1975; that is, 
expenditures will not exceed current revenue plus borrow- 
ings from within and without Mexico, The Bank of Mexico 
is complementing the GOM's efforts by maintaining a tight 
domestic monetary policy, though it is not limiting access 
to foreign borrowing. 


Other anti-inflation measures include a major exten- 
sion of Mexico's price control apparatus to include a 
wide range of manufactured products and some raw materials. 
Previous controls on basic foodstuffs and a few consumer 
items remain in effect. While the government has said its 
new control program, which will not apply to most small 
business, will be flexible and permit price increases when 
costs exceed 5%, business groups strongly opposed the new 
system which is of indefinite duration. Another aspect 
of the GOM's efforts to prevent a loss in real income for 
lower income groups is a bill, recently introduced in 
Congress, that will provide for annual rather than bi- 
annual wage settlements. 


It is difficult to predict the impact of Mexico's 
anti-inflation efforts. Important factors are the success 
of the new price control measures, private and public 
sector efforts to increase productivity, ability of the 
government to finance its budget in a non-inflationary 
way and its reactions to expenditure cuts should this not 
be possible, as well as the international situation. In 
this regard, Mexico is in an enviable position. |t expects 
to export enough crude oil in 1975 to pay for the importa- 
tion of petroleum products that it cannot yet refine 
domestically. It should gradually become a net exporter 
over the next few years* If Mexico implements its anti- 
inflation program fully, it should be able to reduce the 
rate of inflation, though much depends on external factors. 
lt was making progress earlier this year, but the impact 
of the recently agreed upon guidelines for wage increases 
(22% for workers earning less than the equivalent of 
US$400 per month and 588 per month for workers earning 
more than $400) will probably result in price increases 
close to those experienced during 1973. The GOM does 
not expect the rate of inflation to drop dramatically 
overnight, and its programs and policies are geared to 
the longer term, 


*See addendum on page 9. 





Economic Growth Should Decline; Sectoral Picture Mixed. 


The GOM's anti-inflation program is likely to have 
an impact on its rate of economic growth, as will inter- 
national conditions, making it difficult to forecast 
real growth. It should, however, be possible to main- 
tain a growth rate in excess of 4 to 5%, though probably 
not as high as the 7.6% GDP growth registered for the 
period 1972/1973. Demand will continue to be strong 
except possibly for some of the consumer items subject 
to the proposed taxes. A major factor in Mexico's growth 
(and her balance of caennee) is access to foreign capital 
markets. Thus far, no steps have been taken to reduce 
Mexican access to foreign borrowing, and such borrowing 
has been induced as a result of the tight controls on 
domestic bank credit. While international capital markets 
are experiencing difficulties, Mexico appears able to 
obtain more or less the amount of funding it requires, 
and its excellent credit rating among the developing 
countries should enable it to obtain adequate external 
resources to support its growth policy. 


Along with inflation, Mexico's major problem is to 
boost agricultural production which has declined in 
absolute terms in the past two years, and has increased 
only 4.5% since 1965. The slow growth has required an 
increasingly larger volume of imports at higher prices 
to feed Mexico's rapidly expanding population. Production 
is untikely to increase this year, in part because of 
drought conditions and early frosts. The Government will 
be devoting a larger share of its investment budget to 
agriculture and will receive more support for its efforts 
in this area from the World Bank and Inter-American 
Development Bank. The agriculture sector offers considera- 
ble potential for improvement. 


Mining, which has been stagnant for some years is 
showing more life. Recent discoveries of copper, silver 
and lead should result in substantially higher output 
over the next few years. Petroleum production which 
increased only 1.4% from 1972 to 1973, probably increased 
much faster this year and should continue to grow at or 
above the average growth rate, due to exploitation of the 
recent discoveries in Chiapas and Tabasco, 


Manufacturers output, which accounted for 23% of 
GDP in 1973, increased 8.7 percent in real terms from 
1972 to 1973. Continued growth is foreseen as demand 





remains high. One constraining factor could be supply 
problems. Also, the proposed new consumption taxes 

may have an impact. Particularly strong increases were 
registered in the period 1972/1973 in transportation 
equipment, machinery, non-metallic metals, paper and 
paper products. The construction, electricity, trans- 
portation and communications sectors all grew at a 
faster than average rate. These sectors all benefit 
from government spending and their future growth will 
depend in part on the support received from the government. 
Government services which accounted for 6.5% of the 1973 
GDP also grew faster than the average rate. This growth 
rate may be reduced because of tighter control over public 
sector expenditures, 


Foreign Borrowing Covers Larger Trade and Current 
Account Deficits 


The Mexicenpeso is tied closely to the U.S. dollar. 
It was, therefore, effectively devalued along with the 
dollar and it floats against other currencies by main- 
taining a fixed parity of 12.5 pesos per dollar. The 
close link reflects a number of factors foremost being 
trade. As the U.S. is Mexico's major market and supplier, 
it is desirable to avoid price disruption to the greatest 
degree possible. Second, a fixed parity is beneficial 
because of the substantial two-way traffic in currency 
along the frontier areas. Third, Mexico's foreign debt 
is large and denominated in dollars for the most part. 
The ability of the GOM to maintain the peso-dollar parity 
is subject to periodic rumors of devaluation, the latest 
of which preceded the President's annual State of the 
Union address (Informe) on September 1. The rumors were 
put to rest by his strongly worded pledge to maintain and 
defend the peso/dollar parity. 


While the deficit on current account transactions 
(exports and imports of goods and services) has grown, 
Mexico has been able to finance this deficit plus what 
appears to be short-term capital outflows by its long- 
term borrowing. The latter is possible because of 
Mexico's excellent credit rating. An important part of 
Mexico's growth strategy is to borrow money abroad to 
finance the real resources it requires to maintain a 
high rate of growth. The current account deficit is the 





result. Mexico's foreign trade deficit increased from 
$1,052.6 million in 1972 to $1,749.5 million in 1973. 

Imports increased 40.3% in value whereas exports increased 
23.9%. While the growth rate of exports is improving, 
imports are increasing at a faster rate and a larger trade 
deficit is expected in 1974. The trade deficit is offset 
somewhat by other current account items, among the most 
important of which are tourism receipts and exports by plants 
located in the free trade zone along the U.S. border. The 
current account deficit increased from $761.5 million in 

1972 to $1,223.4 million in 1973. Mexico's balance of 
payments statistics group errors and omissions and various 
capital movements in a single entry. The entry which had 
been positive for many years moved into deficit in 1973, 
probably because of the relative increase in interest rates 
in major financial centers. (It should be noted that Mexico 
has no exchange controls on capital transactions.) In spite 
of this deficit and the current account deficit, Mexico's 
long-term borrowings and direct investment inflows were 

Farge enough to permit a $122.3 million increase in reserves. 
This same scenario is expected to apply in 1974. The out look 
for 1975 is cloudy because of uncertainty in the world's 
financial markets; however, the Bank of Mexico's reserves 
($2.5 billion on August 31, 1974, including its various 
credit lines) are adequate to support a substantial deficit 
in the overall balance of payments. 


Foreign Investment Climate Remains Mixed 


Mexico is a major borrower in world capital markets. 
About 650 foreign financial firms are registered to do 
business in Mexico. They lend to Mexican firms in the 
public and private sector, and to foreign firms. These 
financial institutions provide the bulk of Mexican's current 
foreign investment, however, direct foreign investment is 
also welcome in most areas, subject to certain conditions. 

The rules and regulations under which Mexico's 1973 foreign 
investment law will be implemented are still not perfectly 
clear, but the Foreign Investment Board and staff are actively 
working on new applications. It appears that some potential 
foreign Investors are delaying applications for new investments 
because of uncertainty over application of the new law. A 


better view of Mexican policies in this area should be available 
shortly. 





There are some signs of increasing tension between the 
business sector and government. This is inevitable as the 
government copes with inflation. Recent attention has focussed 
on the new price control mechanism. While the government 
maintains that its intention is not to reduce profits, business- 
men apparently fear that this may result from the government's 
determination to maintain the real purchasing power of lower- 
income groups. It is possible that doing business in Mexico 
may not be as profitable over the next few years as it has 
been in the past but, relative to the rest of the world, it 
should remain a very attractive investment. 


Implications for the United States 


While economic growth may slacken over the next year, 
Mexico should remain a major purchaser of U.S. goods, partic- 
ularly capital goods and agricultural products. U.S. exports 
to Mexico in 1973 amounted to $2.8 million or 60% of Mexico's 
total imports, a 46% increase over the 1972 figure. In the 
first three months of 1974, the U.S. share of Mexico's total 
imports increased to 64%. Though the growth rate of Mexico's 
imports may decline and the product mix will vary, Mexico 
will continue to offer excellent prospects for U.S. exporters. 
Its policies to maintain a reasonable rate of economic growth 
as well as its food requirements mean a continued high level 
of imports. Mexico's political system remains solid and no 
dramatic shifts in economic or political policies are foreseen. 


U.S. Embassy Offers Many Services 


The entire U.S. Embassy family and in particular the 
Economic and Commercial sections provide a wide range of 
services to the business community. The U.S. Trade Center 
in downtown Mexico City provides an easy and economical 
means for a U.S. company to display its products in Mexico. 
The Mexican Government has granted the Trdde Center the 
status of a bonded warehouse, so a U.S. company may ship 
its products directly to the Trade Center for display 
without passing through normal customs formalities. 


The Trade Center's schedule of exhibitions 
during the first six months of 1975 includes: 





Jan Industrial Instrumentation 

Feb Plastics Industry Equipment 

Mar Pharmaceutical Production Equipment 

Mar Education and Training Equipment 

May Advanced Medical Equipment 

May Industrial and Scientific Photographic 
Equipment 

Jun Air and Water Pollution Control Equipment 


During the periods between these exhibitions, the 
facilities of the Trade Center are available to U.S. 
firms or their Mexican agents for either exhibitions 
or conferences. In the past 12 months more than 500 
U.S. companies have displayed and promoted their products 
at the Trade Center. 


ADDENDUM: 


The already favorable petroleum supply situation may 
in fact turn out to be understated. It will probably be 
six months or more before confirmation can be had of just- 
received widespread reports of rich new oil deposits. 
These new petroleum supplies obviously would change the 
composition of Mexico's trade and balance of payments and 
substantially benefit the overall economy. However, even 
should the recent reports be confirmed, it would be a year 
or more before the economic benefits begin to show. 
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